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^ SUPPLEMENTARY BOND LEGISLATION. 

9^ 

^ Committee on Ways and Means, 

^ House of Representatives, 

Washington^ D. 6'., September 12^ 1918. 

Pursuant to notice the Committee on Ways and Means met at 10 
o'clock a. m., Hon. Claude Kitchin (chairman) presiding. 

Present: Messrs. Rainey, Dixon, Hull, Garner, Collier, Dickinson, 
Oldfield, Crisp, Helvering, White, Fordney, Moore, Green, Sloan, 
Longworth, Sterling, Martin, Hawley, Treadway, and the chairman. 

The Chairman. Mr. Secretary, we have ai^ked you down to explain 
some of the provisions in the proposed new bond bill. I wish you 
would in a general way explain to the committee the necessity for 
this legislation at. this time. 

STATEMENT OF HON. K. C. LEFFINOWEIL, ASSISTANT SECSETABT 

OF THE TBEASUKY. 

Mr. Leffing>\^ll. Mr. Chairman, may I first read into the record 
the letter which the Secretary wrote to you explaining the bill in 
detail. I imagine you have all read it. 

Mr. Garner. Just put that in the record. 

Mr. Leffingwell. I shall then ask to have that put in the record. 

LETTEB FBOM SECBETASY M'ADOO. 

The Secret aky of the Treasuby. 

Washington, September 5, 191B. 

Dear Mb. Kitchin : In connection with the tax blH now before the Congress, 
and without awaiting Its enactment, I feel constrained to bring to your atten- 
tion a matter affecting the fourth liberty loan. The delay in the enactment of 
the tax bill, the fact that the rates of income surtaxes, to which the interest on 
liberty bonds, except the first liberty loan, is subject, will be higher, and the 
rate of normal income tax on unearned income will be lower, thun I had con- 
templated, materially affect the prospects of the fourth liberty loan. 

I do not mention these things critically, for I realize that the Ways and Means 
Committee have labored faithfully and earnestly during the hot summer months 
in the consideration and preparation of the tax bill. I have already expressed 
my acceptance of a normal tax of 12 per cent without a differential against 
unearned Incomes, and in principle I am now agreed with the committee that 
a substantial Increase In surtax rates wiU be necessary in order to produce the 
indicated revenue. 

The market price of liberty bonds, which responded favorably to the sugges- 
tion of an Increased normal tax, from which tlie bonds will be exempt by their 
terms, was depressed by the newspaper reports of a greatly Increased surtax, 
to which the Interest on the bonds will be subject. I have been anxious to 
stabilize the interest rate upon Government bonds, believing that by so doing 
we should be reducing the cost of the war, not only to-day for ourselves, but. 
in the future, for ourselves and for our brave men who are fighting In France 
and who will have little or no opportunity to accumulate and invest in liberty! 
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bonds thou{;h they must ui>on their return join the army of taxpayers who must 
pay this Interest. I have sought to avoid the issue of bonds nt such a rate and 
upon such terms as might result ultimately, when the war Is won, in the accu- 
mulation of great wealth in the hands of a relatively small proportion of our 
population, carrying interest at a high rate and exempt from taxes. 

The magnificent patriotism of our people and the fervor and efllclency of the 
liberty loan organization have made it possible to place the lil)erty bonds In the 
hands of many millions of persons who had never before been investors in 
securities of any kind. Bonds of the third liberty loan received the widest pos- 
sible distribution, and I feel that we all owe a duty to the millions of sub- 
scribers of small means, not merely to pay them a fair rate of Interest, which 
we are doing, but to take such measures as may be necessary to insure to them 
a market for the bonds at approximately par in case their necessities are such 
as to force them to realize upon the Investment which they have made In the 
Government's obligations. The bond-purchase fund, which was provided in the 
third liberty bond bill, has been very useful in stabilizing the price of liberty 
bonds, but it has not been, and we could not expect it to be, effective to sus- 
tain the price against adverse developments, and in the face of the fact that 
the Government's recurring demands upon the absorptive power of the invest- 
ment community are in such proportions and of such frequency as to prevent 
the development of any Important buying power in the investment market 
between liberty loan campaigns. 

I have been much Impressed oy the success of the plan which has been adopted 
in Canada for the purnose of malntainint; the market vnlue of Canada's victory 
bonds. A careful study of that plan is being made in the Treasury and by the 
War Finance Corporation, and I am glad to learn that the bankers of the 
country have been making a similar study. I am not wfthout hope that some 
such plan may be made effective in the United States, although conditions here 
ire very different and it will not do to depend too much upon the experience of 
^ur neighbor. In any event. It will not do to proceed in this matter abruptly, 
nor without the creation of an immense organization country wide in its rami- 
fications. To make such a plan effective, it would be necessary to put an end 
to dealings in bonds on the exchanges, and accordingly to substitute an active 
and adequate market through the banking houses of the United States acting 
in close cooperation with an instrumentality of the Government, probably the 
War Finance Corporation. At the same time, It would be neces.sary to put an 
end to the numerous schemes, many of them actually fraudulent, for Inducing 
Inexperienced holders of liberty bonds to exchange them for merchandise or 
property of less Inherent value though carrying the promise of a higher value 
or a higher income return. In order that the Treasury may be placed In a 
position to carry such plans as these into effect, if they should be found ex- 
pedient, I' suggest for your consideration the present enactment of appropriate 
legislation. 

I^ast year I had the privilege of explaining to you and your colleagues on the 
Ways and Means Committee very fully the reasons why I advocated making 
the income from liberty bonds subject to income surtaxes. I still believe that 
that course was wise and that the arguments advanced in favor of it were 
sound. It will not do, however, to press any theory, however sound, to an 
extrendty, and it Is obvious that as a practical matter we can not keep the 
interest rate on Government bonds stationary, or substantially so, and continue 
indefinitely to Increase the surtaxes, td which the income from those bonds Is 
subject, without at the same time limiting the market for liberty bonds to those 
who have little or no surtaxes to pay. Since the bond and tax legislation 
which was under discussion in the summer of 1017, and which was enactetl in 
the fall of 1917, the interest on liberty bonds has been increased only one-fourth 
of 1 per cent, whereas the surtax rates now in contemplation would carry an 
increa.se in the taxes to which the Interest on the bonds is subject, rising above 
150 per cent increase In some classes. Surtaxes on Incomes from $5,000 to 
$200,000 would, under the new tax bill, on the average be doubled. In order to 
give the numerous small holders of liberty bonds the advantage of a market 
upon which they may sell their bonds In case of necessity, and also to attract 
subscriptions from the great number of Investors of ample means, but not of 
gre t wealth, it will be necesss ry Immeiliately either to increase the interest 
rate or to neutralize the increased surtaxes by freeing the bonds to a limited 
extent from such tuxes. 

I recommend that a portion of the income of these bonds should be free from 
surtaxes for the period of the war and for a brief interval thereafter. Thia 
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course would make it possible to meet the exigencies of the present situation 
and to counterbalance the adverse effect on the market value of liberty bonds 
of the increased surtax rates, and at the same time would not be open to the 
very grave objection which exists against any unlimited or permanent exemp- 
tion, which would deprive the Government of the United States of the power 
to meet its necessities in the future by supertaxes on incomes derived from 
lil)erty bonds. If the surtax rates should be reduced after the war, the interest 
which is fixed in the bonds would continue. Having, as I believe in fairness 
to the patriotic people who will subscribe for the fourth liberty loan, to choose 
between one of two methods for making the bonds more attractive, neither of 
which is wholly satisfactory, I am inclined to recommend at this time that the 
holders of these bonds be given a qualified and limited freedom from surtaxes 
in respect to their holdings rather than that the interest rate should be 
increased. I believe that, on the whole, the wise and expedient thing is to 
grant a limited exemption calculate<l to counterbalance the increase in surtax 
rates now contemplated, and which I believe will be only temporary, rather 
than to increase the interest rate on liberty lK)nds for the life of the bonds. 

1 am influence<l in this determination by the fact that it continues necessary to 
sell liberty bonds In competition with billions of dollars of bonds of the United 
States, the various States and municipalities, which are wholly exempt from sur- 
taxes, as well as from ail forms of taxation, so that the person whose income 
is subject to surtaxes is apt to make a comparison of the Income return from 
the liberty bonds which he is asked to subscribe for, not with the income return 
from corporation and other securities such as carry no exemption from taxa- 
tion, but with the income return from wholly exempt bonds of the United States 
and the various States and municipalities. Tender the existing state of the 
Constitution and laws such a comparison can not be avoided. In these cir- 
cumstances we must find a middle ground between the sound view which would 
refu.so all exemptions from surtaxes and the practical necessity of tnklng into 
account the fact that such exemptions will In any event be gained, as surtaxes 
arv ^:teadily increaseil, by shifting funds Into governmental, St te, and municipal 
bonds, the income from which is exempt from surtaxes as well as from normal 
taxes. 

In granting such exemption, I think appropriate provision should be made to 
the end that those who subscribe for bonds of the fourth liberty loan may, to 
the extent of a specified portum of their holdings, participate in the exempt'on 
in respect to bonds of the first lll^erty loan converteil, the second liberty loan 
converted and unconverted, and the third liberty loan. 

Should these views commend themselves to the Congress, I believe that 'm- 
mediate action should be taken, so that the status of the bonds of the fourth 
liberty loan, In respect to taxation, may be promptly known. It Is, in fact, 
imperative that this stiitus should be quickly known. 

There are certain other matters to which I desire to call the attention of your 
committee at this time : 

The provisions of section 8 of the second Hlierty bond act, as amended by the 
third liberty bond act, should be extended so as to authorize the Secretary to 
deix)slt the pro(.*ee(ls arising from the payment of war-profits taxes w th quali- 
fied deix)8itary banks and trust companies in the United States in the same 
manner as the proceeds of income and excess-profits taxes. 

The time has come to make provision for the sale of war savings certificates 
In 1910. The limit of $1,000 on the amount which may be held by any one 
person should be made to apply separately to the series which will be Issued In 
1919, so that one holder may own $1,000 of that series In addition to $1,000 of 
the series of 1918. At the same time the limit of $2,000,000,000 now imposed 
on the aggregate amount of the issue should be enlarged, or, better, removetl, 
for the necessary dlstrn)utlon of tbe war savings stamps among thousands of 
post offices and other agencies enpiged in making sales over the counter may 
make the limit very embarrass'ng long before the cash receipts of the Treasury 
indicate that the limit is about to be reache<l. 

In the neg(»tlat!ons which I have had or am having with or in foreign coun- 
tries in the elTort to stabilize foreign exchange I find myself seriously hampered 
because I am without the freedom of action which Is possessed by the finance 
ministers of European countries. I may only sell bonds or Treasury certificates 
of indebtedness, which Involves often International complications, and may not 
obtain banking credits nor operate as freely as may be necessary in the effort 
to stabilize exchange. Notwithstanding these restrictions, the Treasury has 
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been able to make substantial progress In dealing with this difficult problem. 
I urge upon you, however, the incorporation in the law of the necessary author- 
ity to give greater flexibility to the operations of the Treasury in this respect. 

I believe it is highly desirable at this time that the President should be 
empowered to investigate, regulate, or prohibit not only the export or ear- 
marking of gold or silver coin or bullion or currency but also the hoarding or 
melting thereof. 

Last March I called the attention of the Congress to the importance of 
amending the provisions of section 5200 of the Revised Statutes limiting the 
amount of loans which national banks may make to any one borrower. A bill 
was reported by the Banking and Currency Committee of the House (H. R. 
10691), passed by the House, and reported with amendments by the Committee 
on Banking and Currency of the Senate, but not acted upon by the Senate. The 
Senate did pass a bill (S. 4099) dealing to a certain extent with the same 
subject matter prior to the Senate committee report on the House bill, and on 
the Senate bill no action has been taken by the House. It is essential that this 
matter be disj^osed of before the fourth liberty loan is offered. 

By way of suggestion and in order the better to formulate my views for your 
consideration, I have taken the liberty of preparing a bill which would deal 
with the various points I have mentioned in this letter. A draft of this bill 
is inclosed. May I not ask that the Ways and Means Committee give these 
points its immediate attention with a view to the enactment of the necessary 
legislation, if my suggestions commend themselves to the committee, in ample 
time to become effective before the opening of the fourth lit)erty loan campaign 
on September 28? I feel that the success of this loan is deeply involved In 
this legislation. 

Mr. Lefflngwell is fully informed of my views concerning these matters and 
is authorized to speak for me in my absence should the committee desire any 
further information. 

Cordially, yours, 

W. G. McAdoo. 

Hon. Claude Kitchin, 

Chairman Ways and Means Committee^ 

House of Representatives, Washington, D, C. 

P. S. — I am sending a copy of this letter and the inclosure to Senator 
Simmons. 

Mr. LEFFING^VELL. The situation before us is in some ways the 
most interestmg one the Treasury has had to face since the begin- 
ning of the war. Our expenditures during the summer have 
exceeded our estimate of last May, the expenditures in the month of 
August being $1,800,000,000. That was about $100,000,000 more 
than we should have spent in the month of August if we had adhered 
to Secretary McAdoo s estimate of $100,000,000 a month increase, 
and we are, of course, waiting to see what the expenditures in Sep- 
tember will be. As Secretary McAdoo said when he was before you 
not long ago, the only fear of the Treasury is that in estimating 
$24,000,000,000 and relying upon a cessation of the progressive in- 
crease in expenditures, beginning some time next winter, say, in 
December or January, we should be deceived and the expenditures 
go on increasing. At any rate we have not reached the top of pro- 
duction nor of construction in our great war enterprise. We have to 
provide for a loan adequate to refund the Treasury certificates which 
will have been issued up to the time when the loan is placed and to 
make some reasonable provision for the deferred payment of the 
loan. There are now outstanding something like $3,400,000,000 of 
Treasury certificates of indebtedness, issued in anticipation of the 
fourth Liberty loan, and there will be outstanding probably before 
October 24, when the subscriptions will close at the Federal reserve 
banks, some $4,750,000,000 of Treasury certificates of indebtedness. 
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which is upward of two billion more than has been outstanding in 
anticipation of any previous Liberty loan. 

The Chairman. How much outstanding did you say ? 

Mr. Lepfingwell. $3,399,034,500. 

Mr. Garner. And you anticigate $4,750,000,000 before you close? 

Mr. Leffingwell. Before the loan subscriptions close. 

Mr. Moore. Would you mind giving us a word or two about the 
manner in which these Treasury certificates have been negotiated? 
The money which you realize from Treasury certificates is in antici- 
pation of the loans, and I ask just how that transaction is effected. 

Mr. Leffingwell. This is the transaction : It is the same transac- 
tion which has characterized the Treasury's operations from the 
beginning of the war. We issue Treasury certificates of indebtedness 
with a short maturity. 

Mr. MooRE. To whom? 

Mr. Leffingwell. Primarily to the banks and trust companies of 
the United States. I believe that there is in the record of the hear- 
ing on the fourth bond bill a copy of a letter which the Secretary 
wrote to the banks and trust companies of the United States, asking 
them to subscribe for Treasury certificates of indebtedness in antici- 
pation of the fourth loan. 

Mr. Moore. That is done largely through the auspices of the 
Federal reserve banks? 

Mr. Leffingwell. The Federal reserve banks are used, as they 
have been in connection with the liberty loans, as fiscal agents of the 
United States in pursuance of law in the sale of those Treasury 
certificates. 

Mr. Moore. The amount is so large that I assume that without the 
agency of some such instrumentality as the Federal reserve banks 
you would have difficulty in negotiating this transaction. 

Mr. Leffingwell. The amount is $3,399,034,500. 

Mr. Moore. Those outstanding Treasury certificates amount to 
$3,400,000,000? 

Mr. Leffingwell. Those are bond certificates issued in anticipa- 
tion of bond sales. There are also tax certificates issued in anticipa- 
tion of tax payments. 

Mr. MooRE. That is such an enormous amount that unless you had 
some centralized agency like the Federal reserve system the Govern- 
ment might not have been able to make such a negotiation. 

Mr. Leffingwell. The Federal reserve system, so far as this par- 
ticular transaction is concerned, is mechanical. These great institu- 
tions provided in the wisdom of Congress were admirably adapted to 
decentralize the enormous mechanical operations in connection with 
Treasury loans and certificates. We must clearly differentiate be- 
tween tfiie financial and physical facilities. The Treasury certificates 
of indebtedness have been sold to banking institutions other than 
Federal reserve banks, and they have never oeen held by the Federal 
reserve bank except in very moderate amounts and for very brief 
intervals when approaching maturities or something of that sort 
made it desirable. 

The Chairman. The Federal reserve banks dispose of these to 
other banks in their districts, whether State or National ? 

Mr. Leffingwell. To the State and National banks ; and in order 
to get the attractiveness of these Treasury certificates before the 
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banking institutions of the country, Secretary McAdoo wrote a 
letter to every banking institution in the United States, in general 
asking them to set aside a certain portion of their resources. This 
letter is in the record in the hearings on the fourth bond bill. 

Mr. Moore. And they have so generally responded that you have 
been able to negotiate them ? 

Mr. Leffingwell. We have been able to negotiate them, and the 
issue which closed yesterday was oversubscribed $189,493,000, which 
is the greatest oversubscription on any issue of Treasury certificates 
in the history of the war. 

Mr. Garner. If an individual wants to buy these certificates he 
gf;es to his bank ; in other words, yon can go into the Riggs National 
Bank to-day and say, "I want a certificate of indebtedness issued 
to me." They will sell the certificate to you. 

Mr. Leffingwell. There has been a gratifyingly increased sale of 
these Treasury certificates to private investors. It is the hope of 
Secretary McAdoo that in connection with the reorganization of the 
war-savings movement and the establishment of a closer relation of 
that great organization w^ith the liberty-loan organization it will 
become possible immediately after the fourth loan to take still mort 
vigorous steps for inducing private investors to set aside their sav- 
ings from day to day and from week to week and invest not only 
in war-savings certificates but in Treasury certificates of indebted- 
ness, both those issued in anticipation of taxes and those issued 
in anticipation of bond issues. 

The Chairman. What rate of interest are those certificates of 
indebtedness paying? 

Mr. Leffingwell. Four and a half per cent. Those issued in 
anticipation of bond subscriptions are for maturities of four months. 
They are subject to redemption on 10 days' notice, so that if the 
fourth liberty loan should reach the anticipated proportions, and 
the subscribers to the loan should avail to the usual extent of 
the privilege of making payments in full on the date when the sub- 
scription closes, we have every reason to suppose that an appreciable 
part of the 'treasury certificates issued in anticipation of the loan 
will be called for redemption before maturity, thus making it pos- 
sible for us to save any unnecessary duplication of interest. That, 
however, is an element of uncertainty until the returns are in and 
tabulated at the closing of each loan, and in order to get the maximum 
subscription the Secretary will allow a subscriber the privilege of 
paying at the close of the subscription for a period of three months 
in installments. 

Mr. MooRE. As to the $7,0(){),000,000, that will be the amount of 
Treasury certificates that will have to be issued? 

Mr. Leptinowell. You have those figures turned around. It is 
$4,750,000,000. 

Mr. MooRE. I wish the Secretary would state that again. 

Mr. Leffingwell. The amount of Treasury certificates issued in 
anticipation of the fourth loan now outstanding amounts to $3,899,- 
034,500. The estimated amount of such certificates to be outstanding 
after the closing of the subscriptions on October 24, is $4,750,000,000. 

Mr. Treadway. Was any objection raised by the banks to the re- 
quest that the banks set aside a certain part of their resources? 
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Mr. Leffingwell. There has been nothing that you could call an 
objection; there have been various substantial appeals in certain dis- 
tricts on the part of banks that have found themselves under diffi- 
culty in meetinff their quotas, on account of drouth and conditions 
of that kind, or oecause they are not participating as directly in war 
activities as the banks in. other districts. The lact that each issue 
has been a great success has made it possible for the Secretary to 
reduce the minimum amount of the issue from the $750,000,000, 
originally contemplated to five or six hundred million dollars; and 
that, the Secretary believes, will allow sufficient leeway within each 
district to accommodate the situation to the requirements of those 
districts which are less able to bear the load. The oversubscriptions 
in the districts which are having greater activity in connection with 
war business, make it possible to get alo'^g comfortably with sub- 
scriptions barely reaching the quotas in the other districts. There 
is thus a moderation of the demand without an attempt on the part 
of the Treasury to decide, here in Washington, between the conflict- 
ing appeals which come from every region. 

Mr. Treadway. Of course, it has been voluntary with the banks. 
No doubt there have been instances where business was not such as 
to warrant them in reaching their quota, without prejudice to the 
local institutions. 

Mr. Leffingwell. That is true. 

Mr. Garner. What was the amount of the ovei*subscription ? 

Mr.' Leffingwell. The minimum amount was placed at $500,000,000 
and the subscription was $039,403,000. 

Mr. Garner. That is very gratifying. 

Mr. Leffingwell. An oversuijscription of about 28 per cent. 

Mr. Treadwat. Lot me ask another question : You say there will be 
over four billions of subscriptions for these certificates outstanding 
when it is closed in October. 

Mr. Leftinowell. Nearly five. 

Mr. Treadway. So that, as a matter of fact, while we go out and 
advocate a loan of a certain amount, five billions of it has already 
been met. 

Mr. Lf.ffingweix. It has already been spent. 

Mr. Treadway. But you do have to get subscriptions to these 
bonds to take up the certificates of indebtedness? 

Mr. Leffingwell. That monev has alreadv been spent, and that 
$5,000,000,000 will be represented by short-term liabilities. 

Mr. Garner, lie asks whether you are going to have subscriptions 
to bonds after having already gotten the certificates. You have got 
to have subscriptions for the full amount of the loan. 

Mr. Leffingwell. These certificates are good investments for 
banking institutions, because they have short maturities and are paid 
in casli by the United States at maturity. Thev are the most liquid 
assets in the world. Tlie only way we can keep our finance sound 
and clean is by wiping those out every few months by making a great 
popular loan. 

Mr. MooRE. Spendipcr the monev as you go along. 

Mr. Leffingwell. There are two ways in which you can do this — 
sell bonds in advance and then spend the money. That means a 
huge inflation because of the accumulation of deposits in the banks 
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stupendously in excess of current requirements. That is the maxi- 
mum of difficulty and the maximum oi inflation. On the other hand, 
you can sell the amounts of Treasury certificates determined each 
two weeks by actual experience from your expenditures and maintain 
a modest balnace in the banks, enough to run you two or three weeks, 
and then at intervals make a clean-up by offering bonds. 

Mr. Garner. The original proposition was in anticipation of col- 
lecting taxes in June. When you had to sell the bonds they extended 
the amount of them in order to include both bonds and certificates 
in anticipation of the collection of a large amount of money in June. 

Mr. Leffingwell. I do not think it is quite that way. These 
bond certificates were issued in anticipation of the first liberty loan ; 
they were issued in anticipation of the second and third liberty loans. 
Each time there has been a very great amount of short-time paper 
put out in pursuance of a definite policy to carry current expendi- 
tures along for a number of months in the case of each loan. This 
short-time paper appeals primarily to the banks. 

We also issue certificates prior to Jime 15 in anticipation of the 
collection of taxes on that date, the same as we issue certificates in 
anticipation of a loan on a certain date. 

Mr. Moore. That has always been clear to me. We needed the 
money and we could not wait until a loan was issued. Therefore we 
igsue^ these Treasury certificates to acquire immediate cash. We 
used that cash as we went along and recovered it through the Joan. 
Is not that about the situation, crudely stated ? 

Mr. Leffingwell. That is about the situation. 

The Chairman. What amount have you collected from the sale of 
war-saving certificates ? 

Mr. Leffingwell. We have collected $679,552,693; that is, cash 
receipts. 

Mr. Rainey. What were the estimates as to the amount that would 
be sold? 

Mr. Leffingwell. Various people had various estimates. The 
National War Savings Committee, I believe, anticipated that they 
would sell two billions in 1918, but the Treasury has always been 
very conservative in its own calculations, because when you under- 
take to produce the money from the sale of securities in denomina- 
tions of 25 cents and $4 and a fraction it takes too many transactions 
to ffct a great deal of monev very fast. 

The Chairman. Who is at the head of the sale of these certificates 
now '{ 

Mr. Leffingwell. The Secretary of the Treasury. 

The Chairman. Is not Mr. Vanderlip still at the head of it? 

Mr. Leffingwell. No. Just a day or two ago Secretary McAdoo 
and Mr. Vanderlip agreed that it would be wise to take steps look- 
ing to the coordination of the Libei-ty loan and war savings organiza- 
tions. The Liberty loan organization was from the beginning con- 
structed on a Federal reserve district basis. That policy of decen- 
tralization was necessary and has been wonderfully successful in 
carrying on the stupendous operations. The physical labor involved 
in distributing the tens of millions of securities among tens of mil- 
lions of subscribers could not have been carried on if the whole thing 
had been done here. We could not either have gotten the employees 
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in Washington or used them. In the beginning the war savings 
movement was centralized in Washin^on, and the Secretary ap- 
pointed the national war savings committee, of which Mr. Vanderlip 
was chairman. From time to time Secretary McAdoo and Mr. Van- 
derlip found that we had two organizations, which were both very 
enthusiastic, each selling securities in competition with the other, 
and the only way to iron that out, it was agreed, was to reconstruct 
at this time the war savings organization, which is the smaller of 
the two, on the reserve district lines, anS to associate it with the 
Federal reserve banks. It is recognized that as soon as this is car- 
ried out it will leave the national war savings committee without 
anything more to do. Its constructive work is finished. $ I should 
like, if I may, to insert here copies of letters exchanged between Sec- 
retary McAdoo and Mr. Vanderlip which explain that situation in 
detail. 

(The following are copies of letters exchanged between Secretary 
McAdoo and F. A. Vanderlip:) 

August 29, 1918. 

Dear Mb. Vanderlip: Since our conference last week I have received your 
memorandum concerning the war savings organization, from which the follow- 
ing is a quotation : 

" PRESENT ORGANIZATION. 



(« 



The Secretary of the Treasury appointed a national war savings committee, 
consisting of a chairman and four members. Upon their recommendation he 
appointed six Federal directors, each having general supervision over two 
Federal reserve districts, and 52 State directors, each of whom has complete 
charge of war savings activities in his respective State or district. 

" The progress of the campaign to date has shown the desirability of a modi- 
fication of the present organization to bring about a greater coordination of 
existing war-loan organizations and a closer supervision of war savings activi- 
ties by the Treasury Department. 

" SUGGESTED CHANGES — ^FEDERAL RESERVE DISTRICT. 

" It is suggested that the war savings organizations be reorganized t6 con- 
form to Federal reserve district lines, the governor of the Federal reserve 
bank In each district to have general supervision over all war savings activi- 
ties, occupying the same relation to the war savings organization that he now 
does to the liberty loan organization. 

" It Is believed that by placing the war savings organization under the super- 
vision of the Federal reserve bank the activities of the war savings and liberty 
loan committees can be coordinated and eventually consolidated into one war- 
loan organization, thus eliminating existing duplication of effort, and perhaps 
decreasing the expense Incident to operation. 

" DIRECTOR OF WAR SAVINGS FOR FEDERAL RESERVE DISTRICTS. 

" The appointment by the governor of each Federal reserve bank of a director 
of war savings for the district Is suggested, this director to have supervision, 
under the governor, of all war savings activities In the district. He will pass 
ui)on matters of policy, pul)liclty, expenditures, and routine management." 

The suggestions thus made by you follow the lines which were agree<l upon 
between us In our talk and have my hearty approval. We are agreed also 
that the national war savings activities must be assumed by the Treasury 
Department. 

I am, in accordance with your recommendation, advising the governors of 
the Federal reserve banks of the future policy as outlined above, and sug- 
gest that meetings of the State directors of war savings with the governors of 
their respective Federal reserve districts be called by the national war savings 
committee to di.scuss and evolve plans for the harmonious carrying out of the 
foregoing arrangements. 
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Renlizing, as I think we both do, that the work of the natioual war savings 
committee is now nearly completed, and, \\\x)u the consummation of the plan 
above outlined, will be quite completed, I can not omit to say to you how pro- 
foundly I ppprecij te the service which you have rendered to your countiy and 
to the Treasury Department In creating and directing the war savings organi- 
zation. I have not been unconscious of the sacrifice of your personal interest 
which this involved, more particularly in recent months since the death of 
Mr. Stillman and later of Mr. Sterling have made indispensable your atten- 
tion to the affairs of the National City Bank, and I want to express to you, 
for myself and my Treasury staff, our appreciation of the spirit of good will 
and hearty cooperation in wbich you entered upon and fulfilled this great 
service. 

May I not ask you to express to the fellow members of your committee and 
the Federal directors also my deep appreciation of the loyal and patriotic 
service which they have rendered during the months since the war savings 
movement was initiate<l? 

The organization in Washington, built up by the national war-savings com- 
mittee. I hope to retain as part (jf the national organization In the Treasury De- 
partnn^nt. From the members of the war-savings organization throuirhout the 
T^nitefl States I know I can count upon a continuance of the same enthusiastic, 
efticient. and unselfish service which they have rendered through the months 
past, and to all members of the organization I address the earnest request that 
they give their hearty cooperation to the measures of reorganization which you 
and I have determined will mtike most effectively for the continuance, growth, 
and deve'opnient of their work. 

With assurance of my high regard, I am 

Cordially, yours, W. G. McAdoo, 

Secretary. 



September 5, 1918. 
Hon. William G. McAdoo, 

Secretary of the Treasury, Washington, D. C, 

Dear Mr. Secretary : I beg to acknowle<lge your cordial letter of August 29. 
I am truly appreciative of your words of counrendation and I shall treasure 
your generous acknowledgment of what service I have been able to give. 

The plan which you have approved, I believe, will meet with the commenda- 
tion of everybody concerned in the war-savings work. It puts the movement on 
a permaiuiit basis closely related to the Treasury and properly supervised by 
the directors of the Federal reserve banks. It will bring it into harmt)ny with 
the liberty-loan activities and it makes a happy and proper analogy, in the 
methods of administration, with the liberty-loan work. I feel confident tliat the 
work will go forward with steady improvement. 

In accordance with your suggestion I am sending copies of your letter to the 
other menibers of the national committee and to the Federal directors. I am 
also ascertaining from the governors of the Federal reserve banks a date that 
will be agreeable to each to meet the State directors of their district, and will, 
on behalf of the national war-savings committee, ask the various State directors 
to meet with the governors of their respective districts to discuss and evolve 
plans for carrying out these arrangements. 

With the turning over of the responsibilities of the work in accordance with 
these plans, the duties of the members of the national war-savintrs committei^ 
and the Federal directors are concluded. In bringing these <hities to a con- 
clusion I can not refrain from saying that one of the most inspiring exyieriences 
of my life has been the wonderful response fo the call to voluntary service which 
has been made by practically every person called upon by the war-savings com- 
mitte»e. Men and women with in;portant responsibilities upon their shoulders 
have laid aside their work j'nd ha^e piven un^tintedl.v of their time and the best 
that was in them to forwarding this movement. 

The association with my coworkers has been an inspiring privilege. We have 
all tried to carry out the plan which you conceived when you asked Contrress to 
authorize this issue of securities, and we have had a den^p belief that of the niany 
constructive measures which you have advanced, this movement will remain as 
one of the most permanent monuments to the wisdom of your remarkable ad- 
minstration of the Treasury, 

Sincerely, yours, F. A. Vanderlip. 
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Mr. MooKE. The net result is that, although we started to raise 
$2,000,000 my war-savings stamps, we have raised $679,552,693, and 
Mr. Vanderlip, who was the chairman of the committee that raised 
these funds, has retired and the Secretary of the Treasury has taken 
the work over as a part of the liberty-loan business? 

Mr. Leffingwell. Except, Mr. Moore, I think it is not exactly 
correct to say that we started to raise $2,000,000,000; we started 
out with the authorization of $2,000,000,000, just as we have an 
authorization now under the bond bill of $12,000,000,000 of bonds, 
and we have no intention of offering that amount at the present 
time. 

Mr. Moore. Mr. Vanderlip retired from the presidency of the 
National City Bank and he is now returning to that bank ? 

Mr. Leffinowell. We give Mr. Vanderlip very full credit for 
what he has done, and I can not express it as well as Secretar> 
McAdoo has done, because his letter explains the whole situation. 

Mr. Garner. Ouffht you not to say, with reference to this $2,000,- 
000,000 that we haa authorized, that it was the face value of the cer- 
tificates to be issued f 

Mr. Leffinowell. That is correct. 

Mr. Garner. That was not $2,000,000,000 coming into the Treas- 
ury of the United States. 

Mr. Moore. The Treasury used this money, which was needed by 
the Government. J J^ J 

Mr. Leffinowell. I should like to say that I re^rd the results 
in cash to date from the sale of war-savings certificates as very 
gratifying. 

Mr. Moore. It was an unusual field. You were going to gather 
the money in from the cupboards and stockings and other places in 
hiding. That was the ^neral purpose of it. 

Mr. FoRONET. The $2,000,000,000 was the authorization when the 
certificates were due? 

Mr. Leffikowell. That is correct. That is the maturity value. 

The Chairman. As I understand it, they hoped to realize about 
$2,000,000,000 in a year, but they never contemplated thej would 
have 80 many bonds to issue that would come in competition with 
them. 

Mr. Leffinowell. I do not recall; maybe I am mistaken, but I 
think there never was a time when Secretary McAdoo anticipated 
that $2,000,000,000 of these war-savings certificates would be sold 
in a year. 

The Chairman. They did not anticipate having s"ch great ex- 

Eenditures and^that the necessity would arise for soiling so many 
onds. Of course every bond sale is in competition with the^n. I 
think, myself, that imder the circumstances the collection of this 
$679,000,000 is a wonderful feat, because they had to sell so many 
more certificates of indebtedness and so many i^ore bonds than was 
contemplated. I think it was only $7,000,000,000 of bonds thot we 
contemplated selling when we authorized the $2,000,000,000 of war- 
savings certificates. 

Mr. Leffinowell. So far as the cash receipts are concerned the 
Treasury Department is very well satisfied. So far as the future is 
concerned the war-savings organization has taken pledges fro^M peo- 
ple throughout the United States to buy war-savings stamps during 
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the balance of this year, the aggregate amount of which is estimated 
at $800,000,000, maturity value. That is an estimate, but if we were 
to add that $800,000,000 maturity value to the $800,000,000 approxi- 
mately already sold we should have reached $1,600,000,000. On ac- 
count of the necessitjr of having a large supply of war-savings stamps 
for sale at post offices and other agencies throughout the land it 
seems wise at this time to ask you either to increase the authorized 
amount or to remove the limit — which the Treasury would prefer, 
because the limit does create just this sort of misapprehension that 
when we say $2,000,000,000 we expect to sell the $2,000,000,000 within 
the next few weeks or months. 

But whether you remove the limit or not we must be in a position, 
without being criticized for having created a situation where an over- 
issue might take place, to carry a great stock of these war-savings 
stamps in thousands of post offices and other agencies throughout 
the United States, and in order to do that the authorized limit must 
be one which is well above any present anticipation of sales. 

Mr. Moore. Are you not using this $679,000,000 that was raised 
on account of war-savings certificates? 

Mr. LEFriNG\vELL. We have spent it. 

Mr. Moore. Then if you were issuing Treasury certificates against 
the two billion authorized you would be obliged to account in the 
proceeds of bonds for the remaining $1,400,0^,000. 

Mr. Leffingwell. If we did not sell war-savings certificates we 
would have to sell that many more liberty bonds next time. 

Mr. Moore. My point is that the Congress has authorized the ex- 
penditure of $2,000,000,000 on the strength of the money that we 
were to raise from these war-savings stamps, and we have only raised 
$670,000,000. The additional $1,400,000,000 has not yet been raised 
by war-savings stamps. 

Mr. Leffingwell. I do not think that is the situation. We have 
been authorized to raise $12,000,000,000 of bonds. You may say with 
equal force that if we had sold $600,000,000 more liberty bonds we 
would not have had to sell any war-savings certificates. 

Mr. Moore. I am not a bit surprised that you have not sold two 
billion, but it appears to me that if you have not sold them we must 
provide in some other way for the diflference between the $679,000,000 
which you have sold and the $2,000,000,000 which we have author- 
ized. 

Mr. Leffingwell. That is already provided for by the bond bill 
in the margin Congress has authorized in liberty bonds and Treas- 
ury certificates. In order, however, that there may be a margin in 
the authorized amount of war-savings certificates to cover the future, 
we have asked for this additional provision. 

Mr. Garner. I did not understand your statement a minute ago, 
or I did not catch it correctly. I understand you to say that you 
would have no limitation with reference to these war-savings cer- 
tificates ? 

Mr. Leffingwell. We should prefer that; but hfiving the feeling 
that your committee has indicated on previous occasions, that you 
preferred there should be some limit, the bill which the Seci*etary 
has submitted for consideration makes the limit $4,000,000,000. 

Mr. Garner. The committee, so far as I know, has desired to limit 
it, because if you take off the limitation I see no reason why you 
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should not sell certificates instead of bonds, because if these certifi- 
cates are not subject to taxation these certificates would become more 
desirable than the 3^ per cents for very rich people. 

Mr. Leffinowell. That is another thing, Mr. Garner. These cer- 
tificates are the most attractive security the United States offers. 
They are payable on 10 days' notice at par, with accrued interest at 
a reduced rate, and it would not be wise to issue these certificates 
with that privilege in very large denominations or in very large 
amounts to single holders, and therefore restrictions should exist. 
On the other hand, the Secretary feels that a year's work has been 
done, and that it is quite proper to amend the bill so that a man who 
has bought a thousand dollars' worth of those certificates in 1918 
can buy another thousand dollars' worth next year. We do not want 
to close the door to the small investor. He has done his part this 
year and should be allowed to do his part next year. 

The Chairman. Do T understand, then, that this is seeking a 
redemption clause? 

Mr. Lefi^ingwell. These are redeemable on 10 days' notice. 

Mr. Moore. At par? 

Mr. Leffinowell. " Par " has a peculiar meaning in regard to war- 
savings certificates. TheJ' are sold at a price which discounts the in- 
terest to maturity. The redemption price is calculated to equal the 
selling price plus interest at about 3 per cent to the date of redemp- 
tion, so that a man loses about 1 per cent interest if he presents these 
certificates for redemption before maturity. Actually the amount of 
redemptions to date have been $5,709,000, or considerably less than 1 
per cent. 

Mr. Garner. I do not see any objection to giving you an unlim- 
ited amount to sell, but I do see very material objection to selling 
these in large quantities to individuals. In the first place, they are 
not subject to taxation, and, in the second place, suppose a man 
would go and get a billion dollars' worth of them and taKe them into 
the Treasury to cash them at one time; what are you going to do 
about that? They ought not to be in large quantities in the hands 
of one person. 

Mr. Leffinowell. If you will refer to Secretary McAdoo's testi- 
mony last summer, when he proposed this provision in the law about 
war savings, you will find that he explained that and recommended 
that these limitations on individual holdings should be imposed. 
The only modification now suggested bv the Treasury is that, a 
year's work having been done, we should be able to ask the man who 
has bought a thousand dollars' worth this year to buy another thou- 
sand dollars' worth next year. 

Mr. MooRE. That leads me to ask this question : Why, if Congress, 
having authorized $2,000,000,000 of these war-savings certificates 
and only $679,000,000 worth of them have been sold, should we in- 
crease the limit of the authorization from two billion to four billion? 

Mr. Leftingwell. The figure $679,000,000 represents cash receipts. 
The Treasury considers the limitation of two billion as applying not 
to cash receipts but to maturity value. Roughly estimated, the ma- 
turity value of the certificates sold is $800,000,000. Roughly esti- 
mated, the maturity value of the certificates for which we have 
received pledges to purchase during the balance of the year is $800,- 
000,000. In order always to be ready to sell wherever the demand 
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develops it is necessary to carrj- a stock of war savings stamps widely 
distributed through thousands of agencies, and it is necessary, there- 
fore, in order that we may not be embarrassed by the danger of an 
overissue, to have a limit far in excess of the current sales or no 
limit at all. The Treasury would prefer no limit, because, as is 
shown by the discussion to-day, the naming of a limit creates a 
mistaken impression that we expect to sell the whole authorized 
amount within a given limit of time. You must consider that if you 
are selling securities in denominations of 25 cents and $4, or, say, 
$4.25, through tens of thousands of agencies over this broad land 
vou must have a stock of them in the hands of those agencies greatly 
in excess of the net probable sales, or you will find that in Spokane 
you have none for sale, where they want them, and you have too 
many in Portland, Me., where they do not want them. You must 
have such freedom that vou will not be embarrassed as the fiscal 

ml 

officer of the Government with the question whether if all the stamps 
that are out in all the agencies were sold you would have made an 
over-issue. 

Mr. Moore. I think there should be the widest distribution of these 
large securities.' That is what I have been asking all the way 
through. The country will be much safer if the bonds and certificates 
of one kind and another are widely distributed. These particular 
certificates, these war thrift certificates, will be tax free. You are of 
the opinion that they should not be obtained in very large quantities 
by single individuals? 

Mr. Leffingwell. If a person buys more than $1,000 maturity 
value, he must make a statement that is false in order to collect it. 
It is well protected by law. 

As pertaining to the manner of distribution, I should like to add 
to the record a copy of a letter which I have here and which no doubt 
many of you have read. Secretary McAdoo wrote it under date of 
AugT^st 16, 1918, to the taxpayers of the United States, asking them 
to subscribe for Treasury certificates issued in anticipation of next 
year's taxes; and also a pamphlet containing statistical data concern- 
mg the distribution of the third liberty loan, which I think is of 
very great interest. 

The Sex:retary of the Treasury, 

Washington, August 16, 1918. 

Dear Sir: Those who pay taxes to the Government are contributing to win- 
ning the war no less reiUly and in a spirit no less patriotic than those who 
buy liberty bonds and war-savings certificates. It may, In fact, be justly said 
that the taxpayer helps more patriotically than the bond buyer, because to pay 
taxes is to part with money, to make a genuine sacrifice, whereas to buy a 
Government bond Is to lend money on Impregnable security, to secure a privi- 
lege, not to make a sacrifice. 

Under the war-revenue act, which became a law upon the President's ap- 
proval on October 3. 1917, some $4,000,000,000 In taxes were Imposei and col- 
lected. For the fiscal year ending June 30, 1919, we must look forward to 
ex[)endltures on the part of the Government, including loans to the allies, of 
nearly double the amount of expenditures for the fiscal year which ended June 
30, 1918, and in order to pay a proper part of our war bills as we go and avoid 
the ect)nomlc and social evils incident to a disproportionate public debt, I have, 
in pursuance of the duty Imposed upon me by law, advised the Congress that 
we shou'd rrlse by taxation for the fiscal year 1919 twice as much as In 1918, 
viz, $8,000,000,000. 

Jnst as the number of bondholders In the United States has during the period 
of the war increased from a few hundred thousand to some 20,000,000, so will 
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the number of those who have Income and profits taxes to pay increase from a 
few hundred thousand to millions. 

I know that the Treasury Department can count upon the same loyal and 
ungrudging acceptance of the burdens which the war must cast upon those of 
ns who stay at home and keep the economic and industrial machinery revolving 
to support our boys in Frnnce as was given in the fiscal year Just passed. 

In order that those who have income and profits taxes to pay may prepare 
themselves in advance for these large payments and accumulate gradually the 
funds necessary to meet them, an issue of 4 per cent Treasury certificates of 
indebtedness maturing July 15, 1919, is offered for subscription. These certifi- 
cates will be accepted at par with an adjustment of accrued interest in pay- 
ment of Income and profits taxes when payable at or before the maturity pf 
the certificates, ond if the purchaser does not have occasion to use them In that 
manner they will be paid in cash at maturity with interest A circular describ- 
ing these certificates is inclosed with this letter. The certificates may be pur- 
chased jit any Federal reserve bank or through your own bank or trust company. 

Similar certificates were issued in connection with the tnxes nayab^e during 
the fiscal year Just ended to an amount In excess of $1,600,000,000. They were, 
I believe, purchased chiefly by Inrge corporations and wen 1 thy persons. I nm 
addressing this letter to those who have paid Income and profits taxes generally, 
because I beMeve that the Increased taxes and the probable increase in the 
Dumber of taxpayers mnke It desirable that even those whose taxes are meas- 
ured In small amounts should be preparing themselves to meet these payments, 
and thnt It will he to their advantage to particlpt te In purchases of this issue 
of Treasury certificates. 

The taxpayer who buys these certificates contributes In many ways to help 
in our great problem of winning the war. First he pays the Government money 
before it is due, receiving Interest from the Government meanwhile; second, 
he practices economy and thrift and thereby releases goods and services to the 
Government which are greatly needed for winning the war; third, he saves 
himself trouble and money and relieves the banking institutions, to which he 
would otherwise have to turn, from the pressure which his failure to prepare 
in advance for the payment of his taxes would involve. 

The man who buys Treasury certificates to the amount of the taxes he will 
have to pay, and thereby anticipates their payment, will do a wise and helpful 
thing not only for himself but for his country, and will contribute in a most 
definite and patriotic way to the triumph of America in her mortal combat with 
the enc^niles of liberty and democracy — the Kaiser*s legions of lust and license — 
and share In the new glory of America's vindicated ideals of Justice and 
humanity. 

Cordially, yours, 

W. G. McAdoo. 

To the taxpayer addressed. ^ 

Unitbd States of America. Foub per Cent Treasury Certificates of Indebt- 
edness, Tax Series of 1919. 

Dated and bearing Interest from August 20, 1918. Due July 15, 1919. 

The Secretary of the Treasury, under the authority of the act approved Sep- 
tember 24, 1917, as amended by the act approved April 4, 1918, offers for sub- 
scription, at par and accrued Interest, Treasury certificates of Indebtedness of 
the United States, tax series of 1919, dated and bearing Interest from August 
20, 1918, payable July 15, 1919, bearing Interest at the rate of 4 per cent per 
annum, payable November 15, 1918, and January 15, March 15, May 15, and 
July 15. 1919. 

Applications will be received at the Federal reserve banks. 

Bearer certificates, with Interest coupons attached, will be issued In denomi- 
nations of $500, $1,000, $5,000, $10,000, and $100,000. 

Said certificates shall be exempt, both as to principal and Interest, from all 
taxation now or hereafter inipose<l by the United States, any State, or any of 
the possessions of the United States, or by any local taxing authority, except 
(a) estate or Inheritance taxes, and (b) graduated additional Income tuxes, 
commonly known as surtaxes, and excess-profits and war-profits taxes, now or 
hereafter Imposed by the United States, upon the Income or profits of indl- 
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vldualH, partiiei'sliips, aasoclations, or corporations. The interest on an amount 
of bonds and certificates authorized by wild act approved September 24, 1917. 
or by sal<l net na nuieuded by said act approved April 4, 1918, or by the act 
approved July 9. 1918, the principal of which does not exceed In the aggre^te 
15,000, owned by any itidlvldunl, partnership, assoclntion, or corporntlon, slmll 
be exempt from the taxes provided for In clause (6) above. 

Certificates of this series will be ucceiited at par, with an adjustment of ac- 
crued Uitcrest, untler rules and reguliitliins to be prescribed by the Secretary 
of the Treasury, In piiynient of income imd profits tuxe»i when payable at or 
before ttie maturity of the certlficntps. The certificates of this series do not 
bear the cii-culiitlon prlvileKC and will not be nccepteil In payment on bond 
subscript Ions. 

The right Is reserved to reject any fnibStrlpllon aud to allot less than the 
amount of certificates applied for and to close the subscription at any time 
without notice. Payment at par and accrued Interest for certificates allotted 
must be made on allotment. After alloment and upon payment Federal reserve 
banks will issue Interim receipts pending delivery of the definitive ccrtlflcatea 
Qualified depositaries will be iiermltted to make payment by credit for certifi- 
cates allotted to them for themselves and their customers up to an amount for 
which each shall have qualified In excess of existing deposits when so notified 
by Federal reserve banks. 

As fiscal agents of the United States, Federal reserve banks are authorized 
and re(tuestcd to receive subscriptions and to make aliotntents In full In the 
order of the receipt of applications until further notice. Certificates of Series 
IV A, B, C, and D will be accepted at par witii an adjustment of accrued interest 
In payment for any certificates of the series now offered which shall be sub- 
scribed for and allotted not later than August 3" 
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8«T>Krtplion* to third Liberty loan bv States. 
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Subacriptiont to third Liberty loan in the larger citict. 
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SubgcriptioM to third Liberty loan in ihe larger cities — Continued. 
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Results of third Liberty loan according to classifications — Continued. 



District and class. 



Cleveland: 

$50 to 110,000 

$10,030 to 150.000... 
$50.0'>0 to $100.000.. 
$100,050 to $200,000. 
Over $200,000 



Total. 



Richmond: 

$50 to $10,000 

$10,050 to $50.000 

$50,050 to $100.000.... 
$100,050 to $^000... 

Over $200,000 

Sundry subscriptions. 



Total. 



Atlanta: 

$50 to $10,000 

$10.050 tu $50.000... 
$50,050 to $100.000.. 
$100,050 to $200,000. 
Over $200,000 



Total. 



Chicago: 

$50 to $10,000 

$10,050 to $50.000.. 
$50,050 to $100,000.. 
$100,050 to $200,000. 
Over $200,000 



Total. 



St. Louis: 

$50 to $10,000 

$10,050 to $50,000.. 
$50,050 to $100,000.. 
$100,050 to $200,000. 
Over $200,000 



Total. 



Minneapolis: 

$50 to $10,000 

$10,050 to $50,000.. 
$59,050 to $100,000. 
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Over $200,000 



Total 



Dallns: 

$50 to $10,000 

$10,050 to $50,000.. 
$50,050 to $100,000., 
$100,a50 to $200,000. 
Over $200,000 



Total. 



San Francisco: 

$50 to $10,000 
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Results of third Liberty loan according to cJasaifications — Continued. 

SUMMARY OF RESULTS. 



Class. 



$50 to $10,000 

SlOja'iO to 150,000 

$.W,050 to 1100.000 

$100,050 to $200,000 

Over $200,000 

Sundry subscriptions. . 

Final grand total 

Treasury subscriptions 

Total 



Subscription.". 



$2,7t.'>,4S'?,400 
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Mr. Moore. Will that include the distribution of securities by 
States, for instance ? 

Mr. Leffing^^till. It has to do specifically with the third liberty 
loan. 

Mr. Moore. Could you put all that in? Could not you put in a 
table showing the distribution? 

Mr. Lefj'ingwell. It will take me a long time to get the data. This 
covers the third loan. 

The Chairman. Did the Treasury consider whether it be advis- 
able to have a straight bond exemption from taxes up to $25,000 
plus the $5,000 of bonds now totally exempt from surtaxes? 

Mr. Leffingwell. Forever? 

The Chairman. Yes; just like the $5,000. 

Mr. Leffingwell. The Treasury did consider that, and the answer 
to that question, I believe, is something like this: It is not believed 
by the Treasury to be necessarv, and if not necessary it is undesirable, 
for the reasons which Secretary McAdoo laid before you last spring 
when he recommended the limited exemption of liberty bonds from 
surtaxes. This is a measure of expediency at this time, and the im- 
position of a provision which curtails the power of taxation for a 
long period of years is not believed to be necessary, and therefore 
not desirable. 

Mr. Stertjno. You do not think you are going to collect eight 
billion dollars of taxes for very many years after this war closes, 
do you ? 

Mr. Lei-^fingavell. No ; I do not. 

Mr. Sterling. Do you think the limitation exempting these bonds 
from taxes until December 31 of the year in which the war closes 
will be sufficient? Is not that on the theory that the surtaxes will 
cease about that time, and if it is on that theory it seems to me yon 
could avoid doubt by leaving the limitation off entirely. 

Mr. Leffingwell. The more extended you make the exemption the 
more attractive you make the bond. It is the view of the Treasury 
that it is not wise nor in the long run healthy that the hands of future 
legislators should be tied or that a contractual exemption extending 
over a long period of time should be conferred. If these exemptions 
are granted and the war lasts for an indefinite number of years — and 
the United States being prevented by the Constitution from levying 
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anything but income taxes that will produce the necessary revenue — 
finds itself precluded from imposing income taxes upon incomes de- 
rived from a huge volume of securities, that would be an element of 
weakness in the financial structure. The Treasury is convinced, after 
consultation with the liberty loan workers, that the limited provision 
which is now propos d will provide the necessary additional attrac- 
tion. Latitude and flexibility are the things to be desired in these 
matters. 

You must give an assurance that this exemption will run for the 
period of the war and a brief period thereafter. If a future Con- 
gress should find it necessary to impose continued great surtaxes and 
tliat the lack of an exemption from those great surtaxes was having 
an injurious effect upon the market value of the Government's bonds, 
and therefore upon the Government's credit, it could very properly 
determine to provide an exemption by future legislation. The thing 
to be avoided is a situation where you have created a great indebt- 
edness at an unnecessarily high rate of interest. That would be 
repeating the errors of the Civil War financing. 

Mr. LoNGwoRTH. Do you not think the excess-profits tax and war- 
profits tax will be discontinued before the income tax is discontinued? 

Mr. Garner. They will be the first to drop before you discontinue 
surtaxes on incomes. 

Mr. Sterling. I think, Mr. Leffingwell, that these Government 
bonds would make a great deal better offering if the interest rate was 
lowered and there was not any tax on them at all. People generally 
like to know just what they have got and just what it will cost 
them. 

Mr. Leffingwell. On that I want to refer to the Secretary's testi- 
mony last summer, because his discussion of that subject was very 
exhaustive. It reminds me that, although most liberty-loan bonds 
are selling at a premium to-day, they were selling at a discount this 
time last summer. The trouble is that that sort of a complete exemp- 
tion from taxes, when you have high graduated surtaxes, is not fair 
to the small holder of the bonds. In the measure which is presented 
to you the Secretary has proposed a compromise which is calculated 
to attract the dollars of people of moderate means and to hold them, 
at least, during the period of the war. It is the belief of the Treasury 
that after the war there will be an ample market on which these 
bonds mav be sold, and that those investors who are concerned about 
their taxes at that time will have no trouble in selling their bonds to 
other people who like them if they do not. The problem is a war 
problem. It is a problem created by the fact that our expenditures 
are so tremendous now that we must be selling bonds all the time, 
and, notwithstanding all our thought and efforts, we can not expect 
to find a ready market for the bonds subscribed for by people who 
find they can not keep them and are therefore obliged to sell. When 
the war is over and the Government's expenditures begin to shrink, 
there will be ample time for a secondary redistribution of these bonds. 

There will be a real demand for them and we shall not then have 
to give exemptions from taxation and other special inducements in 
order to make our bonds stand up on the market at a figure which will 
be satisfactory to the bondholders. If that prediction is not sus- 
tained, then there will be ample opportunity to revise our judgment. 
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The judgment of the Treasury now is that the necessary assurance to 
bondholders will be given by such an exemption as its proposed run- 
ning for the period of the war and for a full calendar year after the 
expiration of the year in which the war terminates. 

Mr. LoNowoRTH. Have you estimated what loss of revenue there 
will be by reason of the suggested exemptions? 

Mr. IiEFriNGWEUi. I have not estimated it. The internal-revenue 
people were besought to make an estimate, but with my entire ap- 
proval, declined. The elements of uncertainty are too great. The 
xactors in the situation are these: Take the interest on all the 4J per 
cent bonds for the period of the war and eliminate the amount of such 
bonds which may be held by people whose holdings do not exceed 
$5,000 and those whose holdings of such bonds exceed $35,000. Those 
two classes of holders are not affected. How many people will prove 
to be the owners in amounts between five and thirtv-five thousand is a 
matter we can not calculate. I saw in the newspaper that Mr. Kitchin 
had estimated $50,000,000, and that seems to be to be as good an esti- 
mate as one could make. There is one factor in the situation that 
ought to be considered, and that is that we shall be selling bonds to 
people who might otherwise buy State and municipal bonds, so that 
we do not know positively that we shall lose any taxes at all by this 
measure. 

Mr. Moore. Referring to your proposed section 6, Mr. Secretary, 
suppose a borrower wanted more than the 10 per cent he is permitted 
to borrow under existing law. Might not that be subject to a^u^^es? 

Mr. Leftingavell. Not on a liberty loan. That was carefully con- 
sidered by the Comptroller of the Currency and it has his indorse- 
ment. He is satisfied with that provision as it is presented to you. 

Mr. MooRE. Many banks have been destroyed by one man borrow- 
ing in excess of good banking judgment. 

Mr. Leffikowell. But not on United States Government bonds. 

Mr. Moore. Have you put that 'limit to borrowing on Government 
bonds for that purpose ? 

Mr. Leffingwell. Yes. 

Mr. Moore. I did nrt catch it when I first read this section 6. 

Mr. Leffingwell. You will find the 10 per cent limit is contained 
in section 5200 as amended, subject to a proviso that " the purchase or 
discount of any note or notes secured by not less than a like face 
amount of bonds of the United States issued since April 24, 1917, or 
certificates of indebtedness of the United States, shall not be con- 
sidered as money borrowed Avithin the meaning of this section."' That 
is page 9, eighth line. 

Mr. FoRDNEY. I have not studied the bill much, but I want to get 
clear in my mind just the meaning of bonds not exceeding $30,000 
and $45,000. Please tell us what that means. It means exactly what 
it says, of course, but why does it say " the interest on an amount of 
bonds of the fourth liberty loan the principal of which does not ex- 
ceed thirty thousand dollars, owned by any individual, partnership," 
and so on, and then you go on and say, second, "the interest on an 
amount of bonds of the first liberty loan converted, the second liberty 
loan converted and unconverted, and the third liberty loan the 
principal of which shall not exceed $45,000 in the aggregate,'' and so 
on. Just what is the limit of exemption ? 
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Mr. Leffingwell. The limit of exemption from surtaxes in respect 
to the bonds of the new issue will be the increase on a principal 
amount of $30,000. There is also an exemption from surtaxes in 
respect to $45,000 principal amount of old issues taken together. 

Mr. FoRDNEY. Then it means if this bill is enacted into law there 
will be a total exemption from surtaxes of $45,000 of holdings on 
libertj' loan bonds. 

Mr. Leffingwell. No; $45,000 on bonds of the first liberty loan 
bonds heretofore converted, plus bonds of the second liberty loan, 

?»lus bonds of the third liberty loan, and $30,000 of bonds of the 
ourth loan, so that one person may hold $30,000 of bonds of the 
fourth loan and $45,000 of bonds of the first three loans exempt 
from surtaxes in addition to whatever other exemptions the bonds 
now carry. 

Mr. Sterling. And he would not have anything exempt on prior 
bonds unless he owned something of the fourth ? 

Mr. Leffingwell. Unless heliad subscribed for and still owned 
bonds of the fourth loan. 

Mr. Sterung. If a man subscribed for $10,000 of this fourth loan 
and retained the bonds, he could have free of tax $15,000 of prior 
loans — the three of them? 

Mr. Leffingwell. That is correct. 

Mr. Rainey. They still have $5,000 of any issue free of tax. 

Mr. Leffingwell. The proposed exemptions are in addition to 
the exemption on the aggregate $5,000 of any issue or issues. 

Mr. Rainey. $45,000 of the first three loans, $30,000 of the fourth 
loan, in addition to the present $5,000, could be free from all taxes. 

Mr. Leffingwell. A total of $80,000. 

Mr. Dixon. Then an individual could own $80,000 free of tax. 

Mr. Leffingwell. If he grouped his holdings in the proper pro- 
portions. 

Mr. FoRDNEY. The purpose is to make it more attractive to the 
purchaser of liberty loan bonds, 

Mr. Leffingwell. That is correct. 

Mr. FoRDNEY. I have felt part of these bonds should be exempt 
from all taxes in order to enable the Government to sell to good 
advantage. I believe we ought to exempt all Government bonds from 
all taxes. Then there would be no question, in my opinion, about the 
Government disposing of the bonds at will and at par and holding 
them at par throughout the country. This is a long step in the 
right direction, but I candidly believe we ought now or at some 
future time exempt all these Government bonds from all taxes. Then 
I believe there would be no question about the ready sale of the bonds. 
The money that would be lost to the Government in taxes on money 
that would be taxable on income from those bonds could and should 
be made up in some other way. 

Mr. Sterling. The Government would pay less interest. A 4 J 
per cent bond practically carries a half to three-quarters of a per cent 
interest more than would be necessarj^ to be carried on a nontaxable 
bond. 

Mr. Leffingwell. That is an extremely interesting subject. It is 
one which was discussed before this committee very fully last sum- 
mer, and I want to say that the Treasury has not changed its view 
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about the financial and economic questions involved at all in the 
interval. The situation which has come to exist is this: We are 
raising more of our revenue by income surtaxes. We are not increas- 
ing our rate of interest on bonds. We can not wisely ask the people 
of the United States in effect to go on buying bonds at a reduced 
rate of interest, and we feel in the Treasury that it is wise and states- 
i manlike to make such necessary adjustments as will result in sus- 

I taining the market value of the Government's bonds. In principle 

Secretary McAdoo is wholly opposed to exemption from surtaxes 
for the reasons which he gave last summer, which, briefly stated, are 
that by such exemption you reverse the established policy of this 
Government to make the tax burden fall upon those who are best 
able to bear it. You and I and all of us know that as a man's 
income increases his ability and willingness to pay taxes also increase- 
You and I know that a man who has $5,000 income can not pay 
the same proportion of his income to the Government to pay the cost 
of government as the man who has $5,000,000 income. With the man 
who has a $5,000,000 income there is no use for the bulk of it for his 
personal support and gratification. The man who has $5,000 income 
has dire need of all of it to maintain his standard of living. When 
you issue a fully exempt Government bond you reverse that policy. 
1 ou pay a lower rate of interest to the man who has an income of 
$5,000 than you ought to pay him, because you are selling h?m that 
bond at the same time you are selling the identical bond to the man 
whose income is $5,000,000 and whose exemption from taxation 
makes the 3^ per cent interest return tremendously attractive to him. 
Those are the elements in the problem, and we ought not to lose 
sight of those elements. 

The wise policy for the Government of the United States to-day 
is, to the extent that it ma^v be able to do so, to finance itself for the 
long future. The wise thmg to do is to sell a long-time bond. 

If you confer upon those long-time bonds contractual exemptions 
calculated not to stabilize the market to-day and for the period of 
the war, then you barter away right of taxation in the future, which 
future developments may show you need not have sold, with the 
result that the people wlio accumulate those bonds will find them- 
selves possessed of an invCvStment selling at a premium of 5, 10, or 
15 per cent. The Government of the United States will find it will 
be prevented by contract from adjusting tax legislation to the then 
situation. For those reasons Secretary McAdoo has suggested that 
as a part of a defined policy to sustain the market for the Govern- 
ment's bonds such concessions should be made at this time as will 
tend to accomplish the desired result, and the Government of the 
United States should be kept free by adjustment with respect to 
taxation and exemption from taxation at a future time to meet 
future developments after the war, when, I believe — and all careful 
students of the subject believe — ^that the market will provide the 
necessary support for a bond of the character now contemplated 
without the contractual exemption from taxes. 

Mr. FoRDNEY. That is one side of the question, and that is a good, 
strong argument. But this is a fact, that you must issue a bond 
carrying a higher rate of interest, that is subject to taxation, than if 
it were tax exempt. Therefore I have contended, and it is my can- 
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did belief, that a bond carrying a lower rate of interest than 4^ 
would meet more ready sale exempt from taxes than that 4J per cent 
bond subject to taxes. And if you do issue a bond at 4^ per cent 
subject to taxes, a portion of that money to meet the increased inter- 
est on that bond must come out of the people every year. They must 
pay it because the Government has to pay that increased rate of tax- 
ation, which is the hiffher rate of interest upon the bond. In order 
to relieve the small holder of bonds from these taxes, a certain 
amount have been exempt, but the man with the largo holdings nine 
times out of ten makes his profit out of the consumer or he does not 
get the money on which he is subject to taxation. He must make a 
profit out of his business or he does not pay taxes to the Government, 
because it is a tax upon his income. Now, that gets right back to 
the point that if you are a manufacturer and make a profit you must 
make it out of your customers and then turn it over to the Govern- 
ment in income tax, because if you do not get the profit you do not 
pay the tax, and the consumer, in the case of a revenue tax, must 
pav that tax. There is the original foundation of the tax. 

People to do that are paying high prices for boots and shoes and 
products and clothing; everything that is produced in the country 
the consumer pays to the manufacturer, the manufacturer's profit 
or the manufacturer does not pay any taxes. Therefore the con- 
sumer must now pay that higher rate of interest to the bondholder 
than he would be called upon to contribute if that bond bore a lower 
rate of interest, and it is the same whether you work your thumbs 
one way or another — ^the people have got to pay it some time, and it 
comes out of the masses of the people. Am I not right? 

Mr. Leffingwell, Yes ; to a limited extent. I do not go the whole 
way with you, Mr. Fordney. We probably follow two schools of 
thought about that thing. I believe that the business of wise and 
thoughtful taxation legislation is to make it apparent to the tax- 
payer that he is paying taxes. There is a broad sense in which almost 
all taxes ultimately reflect themselves in the standard of living and 
in the cost of livirg througjiout the commimity. I think most stu- 
dents believe that there is a restricted but a very real sense in which • 
a carefully devised tax program bears upon the immediate taxpayer. 
That is the great advantage, to my mind, in income taxes; people 
who pay income taxes know they are paying income taxes. 

Now, to what extent the taxes may be shifted is a matter of specu- 
lation. The economists will probablv go on discussing the extent to 
which the surtaxes are shifted, indefinitely. It is a thing you never 
can prove, but in a very real sense, as man to man. we know that 
John Smith, with an income of $5,000, does personally pav so much 
in taxes, and we know that Henry Jones, with an income of $5,000,000, 
pays a larger sum in taxes, and those are salutary facts. It is wise 
and healthful that they should know, and in that way have it 
brought to their attention what they are paying to keep the Govern- 
ment going and what they are paying to help the Government win 
the war. That is the great advantage of income taxes; that is the 
great advantage of such retail-sales taxes as the Treasury has advo- 
cated over consumption taxes, which word is used roughly to indi-* 
cate a kind of tax which really is shifted, in the first instance, so that 
the taxpayer does not know when he is paying the tax ; and the mean- 
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ing of this situation is that we should not seek to make a nominal 
saving of interest with a recognized loss in taxes by a method which 
is certain to result in paying too little interest to the small man and 
too much interest plus taxes to the big man, with a resulting re- 
versal of the established policy in which all schools of thought agree, 
in substance if not in detail, that the income taxes should be gradu- 
ated according to the ability of the taxpayer to meet them. 

Mr. FoHDNEY. That is true, but we will say here is one man with 
an income of $5,000,000 and another man with a $5,000 income. 
Their income is not based upon the same earning capacity. One man 
must have capital to help him make that, or he must be exceedingly 
fortunate in striking it in a mine or something of that kind, but the 
man with $5,000,000 is entitled to a certain return upon his capital, 
and so on, before you begin to take it away from him as you do with 
the $5 000 man, but if you and I are manufacturers of the same 
class of goods and we are making a profit out of them, we must pay 
a tax, because these income taxes come from profits; we must get it 
from our customers or we do not make a profit, and if we do get it 
from our customers the customer pays us the profit and we turn it 
over to the Government. So that it does come directly out of the 
consumer for your product and my product. My idea was that if 
these bonds should run for a long period of time, 20 or 30 years, 
or whatever it may be, the higher rate of interest imposes a high tax 
upon the people for all that time, in order to yield at this time right 
in the midst of this great war an income to the Treasury, and I 
thought that a low rate of interest for a bond exempt from taxes 
should meet very ready sale, and the difference in loss of revenue to 
the Government could be raised in some way with no greater burden 
upon the texpayer. I have always thought that, but I acquiesced 
in the views of the majority. 

The Chairman. Have you been asked about section 4? 

Mr. Leftingwell. I have not been asked about it. 

The Chairman. How will that operate, and why do you think it 
is necessary ? 

Mr. Lepfingwell. I have had prepared a memorandum concern- 
ing the operations in exchange and explaining the situation [read- 



ing] : 
Gre 



rreat Britein, France, Itely, and Canada are examples of coun- 
tries associated with us in the war whose currencies in relation to 
the dollar suffered depreciation. Steps taken to correct this depre- 
ciation have been comparatively simple, consisting of the loan by 
the United States of dollars to be employed by the borrowing coun- 
try in the United States in support of its rate of exchange. Meas- 
ures to this effect have been in operation for over a year in regard to 
Great Britain and France. Owing to various causes, it has but 
recently been possible to take effective action in regard to Italian 
rates. 

Assistance was extended to Canada through Great Britain for the 
correction of the Canadian exchange. The dislocation of business 
between Canada and the United States, much of which is war busi- 
ness of the highest importance, which was threatened through the 
fall in Canadian exchange, at one time seemed very serious. The 
following table shows the lowest rate, expressed in percentage, at 
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which these exchanges have sold as compared with the rates at the 
present time : 



Great Britain. 
Fran e 



Lowest rate of foreign nirrency of the 
exchanges mentioned since August, 
1914. 



$4.50, or 7.53 per cent, below par in 

Septpmber, loi5. 
S0.1) 6 per f*anc, rr 14.72 per cent, 

below par in April, 1916. 



Present rate. 



S4.7fi5, or 2.29 per cent, below x>ar. 
10.1821, or 5.65 per cent, below par. 



Mr. LoNQwoRTH. That is the franc here? 

Mr. Leffingwell. That is the franc here (reading) : 



Italy... 
Canada. 



SO. 1093 per lira, or 43.37 per cent below 

par in Mav, 1918. 
2| per cent oelow par in July, 1918. . . 



SO. 1570, or 18.65 per cent below par. 
About 1 J per cent below par. 



2. The countries in which the dollar has sold at a discount have 
been more difficult to deal with inasmuch as the power to correct the 
decline has not been in the hands solely of the Secretary of the Treas- 
ury, and it has been possible only so far as the Secretary of the Treas- 
ury has been able to induce the countries in question or their banks to 
cooperate to that end by means of credits. 

I would like to say, in connection with that, that the exchange 
problem is not of Treasury creation. Exchange is a question of 
settling trade balances. Ordinarily balances are settled by exchange 
of goods. We have a balance to settle only when our exports to a 
foreign country are less than our imports from that foreign country. 
That situation has been created by the whole-hearted participation 
of the United States in the war, because the War Department, the 
War Industries Board, the Shipping Board, and the War Trade 
Board said we can not ship the commodities necessary to settle our 
neutral balances because we need those commodities to help G^n. 
Pershing, as well as because of our loans to the allies. To the extent 
we do not ^settle for the purchases in a foreign country in goods 
we have to settle for them in gold or in credit. The neutral-exchange 
problem existed even before the regulation of gold exports was 
determined upon, simply because some of these countries did not 
want our ^old. They were experiencing what we had begun to 
experience before we entered the war — the evil results of a plethora 
of gold ; besides, exchange rates are affected by the cost of shipping 
gold, and that cost under war conditions is very great; the insur- 
ance against risk is great. 

An arrangement was made in relation to Indian exchange whereby 
unlimited credits for approved war net»ds of the United States were 
opened in India. At one time the condition of the exchanges between 
India and the United States had become so difficult that exchange on 
India was unprocurable. The present arrangement stabilizes the 
value of the rupee at a small premium, which premium is rendered 
necessary by the rise in the price of silver, the India circulating 
medium, consisting to a great extent of silver. It is highly inadvis- 
able to permit shipments of gold to India because the precious metals 
that find their way to India disappear as in a morass and never re- 
appear in the circulation. 
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An arrangement was negotiated with Argentina whereby credits 
amounting to $100,000,000 were allowed by Argentina to stand to 
their credit with the Federal reserve bank of New York, the Argen- 
tine Government arranging for the payment in Argentina of the cor- 
responding amount of Argentine pesos at a discount of 3 per cent 
below the par of exchange, the discount representing the estimated 
cost of the ultimate shipment of gold. 

An arrangement similar to the Argentine arrangement but limited 
to $5,000,000, with an agreement looking to an extension to a total of 
$20,000,000 by mutual consent of the two Governments, has been con- 
cluded with Bolivia. 

An arrangement has just been concluded with Spain whereby a 
group of Spanish banks agi'ee to open to a group of American banks 
credits amounting to 250,000,000 pesetas. These credits will to a 
great extent be required for Army purposes in Spain. Negotiation 
of this credit, carrying as it does information that the United States 
Government will not be in the market as a purchaser of pesetas, has 
had a remarkably favorable effect on the rate for Spanish pesetas. 

The following, similar to statistical matter in the table under para- 
graph 1, shows the low price of the dollar and the present market 
price in the country named : 

Country, India ; par per United States dollar, 3.1 rupees ; lowest rate of United 
States dollars of the exchange mentioned since August, 1914, 2.5 rupees per 
Unite<l States dollar Septeml>ei^O<*toher, 1017: Uniteil States dollar was helow 
par, 19.42 per cent; present rate (Sept. 6), 2.80 rupees per United States dollar 
(stabilized rate on telegraphic transfers) ; United States dollar is 9.75 per cent 
below par. 

Below par because of the cost of the bullion plus the cost of ship- 
ping. 

Mr. Collier. What was the first rate below par ? 

Mr. Leffingwell. 19.42 per cent. 

Mr. CoiAiER. What was the reason for that! 

Mr. Leffingweix. The excess of our imports from India over our 
exports. India ships vast amounts of jute and things which can not 
be gotten anywhere else, and we have little or nothing to .^end there. 
Our exchange problem is the result of our whole-hearted fighting of 
this war, and the Treasury feels it has been very successful in dealing 
with the situation. It has been the subject of careful study in the 
Treasury from the beginning. We are dealing with new conditions 
created by the war and must deal with them cautiously and not allow 
ourselves to be hurried into inconsiderate action, but Secretary Mc- 
Adoo and his advisers were hard at work on the problem and feel now 
that very tangible results have been obtained. On the other hand, 
experience in meeting the problem shows that some further latitude 
will make it possible to operate more effectively in the future, and it 
is with that in mind that this analysis is put before you. 

I have the figures for Argentina and Spain, showing in relation to 
the latter that the maximum discount was 35.11 per cent, and that 
the discount now is 16.11 per cent, which, in view of the fact that our 
efforts are by no means completed, is peculiarly gratifying: 

Argentina, par per Unite<i States dollar, 2.80 paper pesos; lowest rate of 
United States dollar since An^ist, 1014, 2.1 paper pesos per United States 
dollar, Deeeinber. 1917; United States dollar was below par, 10.S7 per rent; 
present rate (Septenil>er 0), 2.24 pe.sos i>er I'nittHl States dollar. Ignited States 
dollar is 4.94. per cent below par. 
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Spain, par per United States dollar, 5.18 pesetas ; lowest rate of United States 
dollar since August, 1914, 3.30 pesetas per United States dollar. April, 1918; 
United States dollar was below par 35.11 per cent; present rate (September 6), 
4.35 pesetas per United Statts dollar. United States dollar Is 16.11 per cent 
below par. 

3. Arrangements with the Governments of Chile, Peru, and Uru- 
guay are at present in various stages of incompleteness. 

4. Arrangements have been made with the Government of Switzer- 
land providing at the par of exchange for an amount of Swiss cur- 
rency sufficient for the needs up to the present time of the American 
Expeditionary Forces. Swiss exchange with the United States is at 
a rate where the dollar is quoted at 13.72 per cent discount. This 
arrangement at the par of exchange is therefore effecting an impor- 
tant saving. 

In attempting to deal with these varied situations many difficulties 
are encountered. In almost all countries the consent of the Govern- 
ment or the governmental bank is required for transactions of such 
magnitude. Neutral countries, especially where they are in proximity 
to Germany, often hesitate to undertake such transactions with the 
Government of one of the belligerents. All kinds of objections and 
obstacles are met with, and it requires the fullest powers to enable the 
Secretary to deal adequately with the various situations that present 
themselves. 

The Chairman. What is the situation now with regard to the 
dollar in France, Great Britain, and Italy? 

Mr. Leffingweu.. It is at a premium in all of those countries. 

The Chairman. It is at a premium in those countries where we 
export more than we import? 

Mr. Leffingwell. Except for a comparatively brief period after 
August, 1914, our dollar has at all times oeen at a premium in relation 
to the currencies of Great Britain, France, and Italy, and Canada. 

The Chairman. What is the discount in Spain and India? 

Mr. Leffingwell. The dollar is not really at a discount at all in 
India. The price of the dollar is par plus actual cost of the silver 
and shipment. Those make the figure lor India 9.75 per cent below 
par; but that is real cost, and I regard that as equivalent to par. 

The Chairman. Dees that apply to Spain ? 

Mr. Leffingwell. That is not quite true in respect to Spain. 
Where the dollar was at a maximum discount of 35.11 per cent it is 
now at a discount of only 16.11 per cent. 

The Chairman. This would enable the Secretary of the Treasury 
to borrow, if he desires to do so, in Spain and use the money in paying 
up ^alpnces? 

Mr. Leffingwell. And having those balances to use from time to 
time, providing the currency needed and withdrawing the currency 
needed in such a way as to care for the market as other Governments 
can do. So far our operations have been restricted by the fact that 
the only way we now have power to do is to issue and sell our obli- 

fations abroad, and the ordinary way to do this is by establshing 
ank credits. 

Mr. Garner. Did not selling our silver help out in India ? 
Mr. Leffingwell. It saved the situation. 
Mr. Garner. That was my impression. 
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. The Chaikman. How much did they actually sell; about how 
much ? 

Mr. Leffinoweli.. We have actually sold upward of 75,000,000 
ounces to date. The situation in India was this: We could settle 
our balance of trade in silver, which is an unimportant part of the 
reserves with us and a preferred reserve with them, and, so far as 
the East was concerned, that was a fii'st-rate way to settle our exr 
change problem as well as in the case of India, a great emergency 
waE measure. 

Mr. Six)AN. How about Spain? 

Mr. LEFnNGWELL. Spain is not at present technically on a gold 
basis, but there is at the present time actually under discussion legis- 
lation to put Spain on a gold basis. 

The Chairman. We needed to sell this silver especially to India. 

Mr. Sloan. You say that silver is pi'eferable to the people of 
India? 

Mr. Leffingweu* Yes. 

Mr. Sloan. I read that a great deal of the gold of this country 
was going to India. Was that a true statement ? That was five or 
six years ago. 

Mr. Leftingwell. Gold has not gone to India since our embargo 
went into effect. 

The Chaihman. Is this expression, " He mav use any such credit 
and foreign currencies for the purpose of stabilizing or rectifying 
the foreign exchanges" to serve the purpose which you have just de- 
scribed ? 

Mr. Leffingwell. Yes. We may acquire a given amount of 
pesetas and we are enabled to sell those pesetas and buy more pesetas 
as the Government's business requires and take care of the market. 

The Chairman. Section 5 provides : 

That the President may investlgnte. regulate, or prohibit, under such rules 
and regulations as he may prescribe, by means of licenses or otherwise, any 
transaction In foreign exchange or in bonds or in certificates of Indebtedness of 
the United States, and the export, hoarding, melting, or earmarking of gold 
or silver coin or bullion or currency. 

And so on. That gives the President the power to say that these 
liberty bonds, or any United States bonds, can not be sold for mer- 
chand^ise or can not be put on the market? 

Mr. Letfingwell. Yes. 

The Chairman. It is for the purpose of keeping the bonds as near 
par as possible? 

Mr. Leffingwell. It is intended to stabilize the bond and to pro- 
tect the 20,000,000 bondholders, who never owned a bond beiore, 
from the depredations of crooks who have been selling them worth- 
less stocks on the promise that it will paj 20 per cent instead of 4^. 
It is a matter which needs to be dealt with very cautiously, and the 
thought of the Secretary was that if the authority were lodged in 
the President it would be possible for him to establish regulations 
which would have a certain amount of give and take to them and 
avoid the danger which would exist in case any statutory regulation 
proved too rigid; and, of course, we must avoid any suggestion that 
people are going to be prevented from using their bonds for legiti- 
mate purposes. It is intended to protect the bondholder and not de- 

81738—18 3 
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prive him of any valuable right, and it would be very difficult to 
devise a statute which would have the necessary flexibility. 

Mr. Collier. What is the attitude of the Treasury Department on 
propositions like this: Advertisements that for every $10 in cash a 
store will give a 25-cent savings certificate? 

Mr. Lej-tinciwell. The Treasury Department is very much op- 
posed to that. The war-savings movement was created to help the 
people of the United States win the war. They all want to do that 
and they all want to know how. When a retail dealer gives away a 
war-savings stamp he does it so that he can sell a man something the 
man does not need. He attracts the man into the store with an offer 
of giving away a stamp. If the man buys something he does not 
need' and the (xovernment gets 25 cents from the dealer and the 
dealer gets $5 or $10 from the customer for articles the customer 
ought not to have bought, and which the War Industries Board and 
the War Department can not spare the facilities and labor to manu- 
facture, that goes around the circle and precisely defeats the war- 
savings movement. 

Mr. Rainey. What is that provision al)out earmarking gold and 
silver mean? 

Mr. Leffingwell. It is the practice for certain banking institu- 
tions, generally foreign banks, to make a deposit of money with a 
bank and earmark it m such a wav that it is entitled to have gold at 
a future date. It is a technical kind of hoarding. 

Mr. Dickinson. How do they earmark it? 

Mr. Leffingwell. He goes to the bank and says, " I shall deposit 
$1,000,000 in gold with you and you are to hold that earmarked 
for me." 

Mr. Dickinson. There is a memorandum attached to it? 

Mr. Leffinowell. It is onlv marked on the books of the bank that 
such and such an institution has deposited gold and is entitled to 
have gold. 

Mr. Rainey. Take a note payable in gold 6f a certain degree of 
fineness, is that eanuarking? 

Mr. Leffingwell. Oh, no. It is the furthest thing from the 
thought that there is such a suggestion that the Treasury in any way 
would imi)air the redeemability of notes ])ayal)le in gold. They are 
as good as gold and payable in gold. 

The C'haikman. Tlie wcu-d " earmark " is in the present statute? 

Mr. Leffingwell. It is in the statute already. 

The CiiAiBMAN. They want to deposit in a bank gold which they 
want to be returned in gold, in kind, whether a particular dollar or 
anv other fonn of currency, to be paid in kind ? 

Mr. Leffingwtijll. That has special reference to international 
transactions which, on account of restrictions of gold export, would 
be very attractive. If a bank has earmarked gold, it would give it 
the right to take the gold out again. The gold when earmarked is 
not available for reserve, and we do not want to encourage that par- 
ticular kind of hoarding by foreign institutions, which does them 
really no good and injures us ; but that is a part of the existing law, 
and has been for a long time, and the President has issued regulations 
under it. 

The Chairman. Section amends the national-bank act. As I 
understand that, the purpose is this: Take a bank Avith $100,000 of 



SUPPLEMENTABY BOND LEGISLATION. 35 



ipital and surplus. It can loan nie or my corporation $10,000. Now, 
)u want it so if I deposit these Government obligations I can also 



ca] 

get $10,000 more, not to exceed 10 per cent of their capital and 
surplus. 

Mr. LoNowoKTH, Is that what that means? 

Mr. Leffingwell. Except subject to such rules and regulations 
and limitations as may be established from time to time by the Comp- 
troller of the Currency with the api>roval of the Secretary of the 
Treasury. 

The Chairman. As I understand it, that except clause is not cor- 
rect. You have given him the power to boiTow 10 per cent more 
on these obligations. He can only borrow 10 per cent now, but if he 
puts up Government obligations — 

the purchnue or <UH(*<miit of any note or notes seciiretl by not lews than a Hke 
face amount of bonds of the United States issued since AprU twenty-fourth, 
nineteen hundred and seventeen, or certificates of indehte<lness of the United 
States, shall not be considered as money l>orrowe<l within the meaning of this 
section, but the total linbilltii^ of any asMK-iation. of any Imnk, or of any 
corporation, company, or firm, upon any note or notes secured by such bonds 
or certificates of indebtedness purchased or discounted by such association shall 
not exceed ten per centum of the capital and surplus of such association. 

So right down to there means if I put up notes secured by these 
bonds issued since April 24, 1917, I can get as much as 10 per cent 
in addition. Some one says it may be $50,000, or unlimited, but the 
bill does not so state, unless this is the exception: "except subject to 
such rules, regulations, and limitations as may be cstablishecl from 
time tf) time by the Comptroller of the Currency." What is the use 
of that? Why not say, "except subject to such general rules and 
regidations as nuiy be established from time to time by the Comp- 
troller of the Currency, with the approval of the Secretary of the 
Treasury," they can loan an amount in excess of 10 per cent of the 
capital and surplus, provided the note is secured by one of these 
bonds ? 

Mr. Leffingwell. This section has already passed the House of 
Representatives, and it was the result of careful study of the problem 
by Secretary McAdoo and Comptroller Williams and discussion with 
the Banking and Currency Committee. As I understand it, this 
proviso accomplishes, first, a modification of the limitation imposed 
by the section originally and now imposes a new one, and that is 10 
per cent of loans of this character regardless of what other loans 
there may be. Then it says that the Comptroller of the Currency, 
with the approval of the Secretary, may further remove this latter 
limitation. 

Tlie CiiAiKAiAN. Yes; but why have it in this form? 

Mr. Leffingwell,. Well, it is self-acting. 

The Chairman. Because everything is in the discretion of the 
Comptroller of the Currency in any amount. It savs this is limited 
to 10 per cent, except it is not hmited in any amount. 

Mr. Leffingweix. I think down to "except" does enlarge the 
limitation without further action by the Comptroller of the Currency. 

The Chairman. The whole thing is in the discretion of the Secre- 
tary of the Treasury. 

Mr. Leffin(}weix. May I ask Mr. Franklin to speak to you about 
that? 
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The Chairman. I would like to strike out any amount and let: it 
be subject to such rules and regulations as the Secretary of the 
Treasury may provide. 

Mr. Geoiwe S. Franklin. Mr. Chairman, I think the meaning of 
that provision is this : There was originally a limitation of the amount 
which national banks could lend to a single borrower to 10 per cent 
of their unimpaired capital and surplus. There were certain excep- 
tions to this limitation; for example, in determining the amount 
which might be lent to a single borrower the discount of bills of 
exchange drawn in good faith against actually existing values and 
the discount of commercial or business paper actually owned by 
the person negotiating the same were thrown out. The purpose 
of this amendment is to throw out also loans secured by an equal 
amount of United States bonds or certificates of indebtedness up to 
10 per cent of the capital and surplus of the bank unless a greater 
amount is permitted to be loaned upon such bonds and certificates 
under such rules, regulations, and limitations as may be established 
by the Comptroller of the Currency with the approval of the Sec- 
retary of the Treasury. Now, following the illustration which you 
put, a man might borrow from a bank: which had a capital and 
surplus of $100,000, say, $10,000 secured by liberty bonds and also an 
additional $10,000 otherwise secured. 

The Chairman. You mean the first $10,000 of liberty bonds leaves 
the additional $10,000 under the general law? 

Mr. Franklin. Exactly. 

The Chairman. And the exception clause not only applies to the 
10 per cent, but it applies to paragraph 3, and a person ought not 
to understand by this language that a bank can loan anyone, regard- 
less of the rules and regulations of the Treasury Department, this 
10 per cent additional secured by liberty bonds, except the Secretary 
of the Treasury or the Comptroller of the Currency may increase 
that limit. Is that what vou mean ? 

Mr. Franklin. The Comptroller of the Currency, with the ap- 
proval of the Secretary of the Treasury, may increase the limit of 
10 per cent which may be borrowed upon the security of bonds and 
certificates. 

Mr. Leffingwell. Is not the answer to Mr. Kitchin's question that 
under the amendment a bank may loan 10 per cent to one man on 
other paper and an additional 10 per cent on liberty bonds without 
any action by the Comptroller of the Currency ? 

Mr. Franklin. Exactly. 

The Chairman. It ought to be "except subject to such general 
rules and regulations as may be prescribed this limit may be in- 
creased," because under this exception you can loan 10 per cent, except 
under the general rules and regulations. 

Mr. Leff^inowell. Xo regulations may ever be promulgated. It 
May be foimd that the 10 per cent is sufficient. 

The Chairman. But what vou intended by this was what vou stated 
a while ago, that the banks without any rules or regulations, without 
consulting at all the Treasury officials, can loan this extra 10 per cent 
on liberty bonds. That is what you mean, and what you intended by 
the exception was that they could increase that limit imder the rules 
of the comptroller, etc. 
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Mr. Franklin. The limit might be increased imder the regula- 
tions prescribed by the Comptroller of the Currency, with the ap- 
proval of the Secretary of the Treasury. 

Mr. Leffingwell. There is a double negative there. It says that 
such loans shall not exceed 10 per cent. That is a different 10 per 
<cent and in addition to the 10 per cent in the second part of the sec- 
tion. Then it says provided, however, that in arriving at that first 
10 per cent certain things shall be excluded, among others loans se- 
•cured by liberty bonds and certificates of indebtedness, but that such 
last-mentioned loans shall not exceed 10 per cent, except under such 
rules and regulations as the Comptroller of the Currency, with the 
approved of the Secretary of the Treasury, may establish. Is that 
■correct ! 

Mr. Franklin. That is correct. 

The Chairman. The section says they can advance an additional 
10 per cent on notes secured by liberty bonds, but they can not ad- 
vance a larger sum unless the Secretarv of the Treasury and the 
<*omptroller authorize a further advance oy rules and regulations. 

Mr. LEFriNGWELL. They can not advance more than 10 per cent in 
addition to the original 10 per cent, unless the comptroller and Secre- 
tary permit it to be done. 

Mr. Garner. A man goes into a bank of $100,000 capital and sur- 
plus. He borrows $10,000. He goes in with liberty bonds and desires 
to borrow $10,000 more. Under this provision he can borrow $10,000 
more? 

Mr. Leffingwell. Yes. 

Mr. Garner. Under the provision, if he went in one day and bor- 
rowed $20,000, and if the Comptroller of the Currency, with the 
approval of the Secretary of the Treasury, issued regulations per- 
mitting him to do it, he could borrow $25,000 more. Is that CoiTect? 

Mr. Leffingwell. That is correct — $26,000 secured by liberty 
bonds or certificates of indebtedness. 

The Chairman. Under the bill he can borrow an additional 10 
per cent from what he can borrow now under the law by putting up 
notes secured by Government bonds except subject to the rules and 
regulations of the Secretary of the Treasury, and they can cut him 
out of all of that. 

Mr. Leffingwell. You have left out the negatives. In line 12 it 
says the original limitation shall not apply at all. On line 13 you 
throw out the original limitation, so that if you stopped at the words 
** as money borrowed within the meaning of this section " you would 
have no limitation at all upon loans secured by Government obliga- 
tions. Then you begin on line 14 with the first words of the limita- 
tion, "but the total liabilities to any association, of any person or 
of any company, corporation, or JBrm, upon any note or notes 
secured by such bonds or certificates of indebtedness, purchased or 
discounted by such association, shall not exceed 10 per centum." 

That is the first limitation of this section on Government collateral, 
and it goes on to say they shall not exceed 10 per cent except under 
such rules and regulations as the Comptroller of the Currency, with 
the approval of the Secretary of the Treasury, may establish. I 
think it would be clearer if you take out the comma at the end of 
line 18, so that the words shall hitch up with that clause. I am 
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satisfied it will work this way, and having passed the House once 
and having come from the Banking and Currency Committee after 
pretty careful study, I imagine that expedition would be along the 
lines of no change. 

Mr. LoNOwoBTH. Was this the precise phraseology? 

Mr. Lepfingwell. Exactly. 

The Chairman. Except for the word " general.'' 

Mr. LoNGwoBTH. I think there was the word " general.'' 

Mr. Leffikgweix. That does not make any difference, whether 
that is in or out. 

Mr. Sloan. A man can go into a bank with $100,000 capital and 
surplus and borrow $10,000 on any ordinary form of security, and 
borrow $10,000 by giving Government bonds as collateral in addi- 
tion, making $20,000. Then he could ask the Comptroller of the 
Currency to permit him to borrow $80,000 more on Government 
bonds from that bank ? 

Mr. Lepfingwell. It never was intended that any man could do 
that, except as permitted by general regulations. It was not in- 
tended that this should be anything involving action on the part of 
the Comptroller of the Currency as to individual cases. I have no 
doubt that the word "general" was wisely inserted, because the 
thought is that the comptroller would establish general rules and 
regulations and not pass on specific cases. 

The Chairman. 1 notice on line 2, page 9, these words : " the 
capital stock of such associations actually paid in and unimpaired 
and one-tenth part of its unimpaired surplus fund." Now, that 
language is changed down in line 18 by using the words "of the 
capital and surplus of such associations." You mean "of such 
capital and surplus," because they are entirely different propositions. 

Mr. Frankun. I think that point is very well taken. I think it 
is paid-in capital and unimpaired surplus, exactly like it is in the 
law. So if you put in " such," that would get it. 

The Chairman. Why would not it be better to make it clear. 
Take the exception clause and put it in line 17, after the word " ex- 
ceed" and cut it off by a parenthesis, and get what we all want, 
"shall not exceed (except subject to such rules, regulations, and 
limitations as may be established from time to time by the Comp- 
troller of the Currency, with the approval of the Secretary' of the 
Treasury) 10 per cent of the capital," etc. 

Mr. Franklin. I think that would remove any doubt, Mr. Chair- 
man. 

The Chairman. I think the committee understands the bill thor- 
oughly. 

Mr. Lepfingwell. There is a brief clause which Mr. Franklin has 
written which is calculated to preserve and make perfectly clear the 
already existing contractual rights of the three and a half bonds 
which have not heretofore been converted. 

In order that the contractual rights of holders of 3J per cent first 
liberty loan bonds who desire to avail themselves of the conversion 
privilege arising on the issue of the fourth liberty loan may be 
preserved, a clause is suggested granting them this $30,000 exemp- 
tion to which they are entitled. 
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It is as follows : 

The owners of bonds issued under the exercise of iiiiy conversion privilege 
arising as a consequence of the issue of Itonds of the fourth liberty loan shall 
be entitled to a like exemption, as ]f>rovided for in subdivision 1 of this para- 
graph, in respect of not to exceed $30,000, i>er amount of such bonds. 

The Chairman. You mean when they are converted? 

Mr. Leffingwell. Yes. 

The Chairman. I thought that was it, and I think it will be all 
right. 

Mr. Leffingwell. It would follow under the contract entered 
into with these bondholders, but in order to make it clear we drafted 
this language. 

The Chairman. You expect another liberty loan campaign to 
begin on the 28th t 

Mr. Leffingwell. On the 28th of September. 

The Chairman. And you think it is very important that we 
should stop right now with the revenue bill and put this bill through 
at once i 

Mr. Leffingwell. I hope you will not have to stop. I imagine, 
from the reception you have given this bill, that it is going to be 
supported in tne House. 

The Chairman. We will have to stop for probably two hours, 
because it will probably take about two hours to pass this bill in 
the House. You think its importance justifies our doing that? 

Mr. Leffingweijl. If it is necessary to accomplish the purpose. 

Mr. Garner. Wc would have to stop the consideration of the rev- 
enue bill, because we can not get that bill through before a week 
from Saturday. 

Mr. Leffingwell. Then it is necessary. 

The Chairman. Suppose we meet at 3 o'clock and go over the bill 
section by section. In the meantime, I want Mr. Franklin, or either 
one of you or both, to go over the bill with Mr. Walker and Mr. 
Beaman. There is one question I want to ask you. Have you made 
any calculation as to how much taxes we will lose by this exemption? 

Mr. Leffingwell. They asked that when you were out of the room ; 
but it will be inconsiderable. 

The Chairman. A great many have asked me about that. 

Mr. Leffingwell. And I think it may be that we will lose no taxes. 

Thereupon the committee adjourned. 
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